REPORT OF THE AUDITOR-GENERAL TO THE LIMPOPO PROVINCIAL LEGISLATURE 
AND THE COUNCIL ON BA-PHALABORWA MUNICIPALITY 


REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the financial statements of the Ba-Pha!aborwa Municipality, which 
comprise the statement of financial position as at 30 June 2012, the statement of 
financial performance, changes in net assets and cash fiow statement for the year then 
ended and a summary of significant accounting policies and other explanatory 
information, as set out on pages xx to xx. 

Accounting officer's responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance v/ith South African Standards of Generally Recognised 
Accounting Practice (SA standards of GRAP) and the requirements of the Municipal 
Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA), Division of 
Revenue Act of South Africa, 2011 (Act No.06 of 2011) (DoFy\) and for such internal 
control as the accounting officer determines necessary to enable the preparation of 
financial statements that are free from material misstatement, vjhelher due to fraud or 
error. 

Auditor-General’s responsibility 

3. My responsibility is to express an opinion on the financial statements based on 
conducting the audit in accordance with the Public Audit Act of South Africa, 2004 (Act 
No. 25 of 2004) (PAA), the Generat Notice issued in terms thereof and International 
Standards on Auditing. Because of the matters described in the Basis for disclaimer of 
opinion paragraphs, however, I was unable to obtain sufficient appropriate audit evidence 
to provide a basis for an audit opinion. 


Basis for disclaimer of opinion 

Property, plant and equipment 

4. During the 2010-2011 financial year, I was unable to obtain sufficient appropriate audit 
evidence of the property, plant and equipment balance that was disclosed as RB98 200 
150 (2010: R920 636 249) in the financial statements but did not agree to the balance per 
the fixed asset register of R 9 94 859 555. The entity did not reconcile the difference of 
R96 659 404 between the financial statements and the underlying accounting records. 
Consequently, I was unable to obtain sufficient appropriate audit evidence to satisfy 
myself as to the completeness and valuation of property, plant and equipment amounting 
Re98 200 150. My audit opinion for the year ended 30 June 201 1 v;as modified 
accordingly. My opinion on the current period's financial statements is also modified 
because of the possible effect of this matter on the comparability of the current period’s 
figures. 

5. The property, plant and equipment balance of R1 120 753 410 (2011: R1 148 208 633), 
as disclosed in note 8 to the financial statements revealed the following material errors: 



« An unreconciled difference of R 50 429 036 v/as identified between the fixed asset 
register balance of R1 171 182 446 and the balance of property plant and 
equipment, as disclosed in note 0 to the financial statements. The difference of 
R50 429 036 is due to capita! Vi/ork in progress amounting to R20 511 164 that was 
included in the financial statements and not in the asset register as well as land 
amounting to R70 940 200 that was included in the asset register without the 
municipality having proof of ownership. 

«t i have identified a significant number of stands and farms included in land and 
buildings of R5B7 358 173 (201TR598 869 240) as disclosed in note 8 to the 
financial statements that were not registered with the deeds office in the name of 
the municipality. I was unable to determine by alternative means whether these 
stands and farms do actually belong to the municipality. 

• The municipality did not review the residual values of property plant and equipment 
in each reporting date in accordance with SA Standards of GRAP 17, Property Plant 
and Equipment The municipality’s records did not permit the performance of 
alternative audit procedures. Consequently, I was unable to practicably determine 
the resulting misstatement in the deficit of R82 902 860 as per the statement of 
financial performance and property plant and equipment of R1 120 753 410 
disclosed in note 8 to the financial statements. 

• A difference of R11 095 900 betvreen the opening balance per the fixed asset 
register and the general ledger, a difference of R70 940 200 between the general 
ledger and the assets register as well as a difference of R1 1 064 265 between the 
fixed asset register and the general ledger In respect of v.^ork In progress. 

• A difference of R13 834 764 between the general ledger and the financial 
statements in respect of the opening balance of property plant and equipment. In 
addition to this, I identified a difference of R2 673 843 In respect of infrastructure 
additions as recorded in the general ledger and the financial statements as well as a 
difference of R9 446 898 in respect of capita! work in progress per the general 
ledger and the amount disclosed In the financial statements 

o Due to the nature of the municipality’s accounting records, I could not obtain 
sufficient appropriate audit evidence as to the existence, valuation, completeness 
rights and allocation of property, plant and equipment balance and the related 
accumulated depreciation and depreciation balances as disclosed in the financial 
statements. 

Investment property 

6. During the 2010-201 Ifinancial year I v/as unable to obtain sufficient appropriate audit 
evidence about investment property, property held to earn rentals or for capital 
appreciation to be recognised as investment property. A significant number of stands 
belonging to the municipality were incorrectly recognised as property, plant and 
equipment instead of investment property. I was unable to verify or confirm by alternative 
means the classification of the stands between property, plant and equipment of R598 
889 240 (2011:587 358 173) as disclosed in note 8 to the financial statements, and 
investment property. Because of the nature of these assets, I v^as unable to determine 
the effect on the property, plant and equipment and investment property contained in the 
financial statements. My audit opinion for the year ended 30 June 201 1 v^as modified 
accordingly. My opinion on the current period's financial statements is also modified 



because of the possible effect of this matter on the comparability of the current period's 
figures. 

7. SA Standards of GRAP 16, Investment Property , requires property held to earn rentals or 
for capital appreciation to be recognised as investment property. A signifrcant number of 
stands belonging to the municipality were incorrectly recognised as property, plant and 
equipment instead of investment property. I was unable to verify or confirm by alternative 
means the classification of the stands between property, plant and equipment of R598 
889 240 (2011:587 353 173) as per note 8 to the financial statements and investment 
property. Because of the nature of these assets, I was unabte to determine the effect on 
the property, plant and equipment and investment property contained in the financial 
statements 

Trade receivables 

8. During the 2010-2011 financial year, I was unable to obtain sufficient appropriate audit 
evidence about accounts receivable balance of R135 142 912 as disclosed in the the 
prior year's financial statements, that did not agree to the balance of R153 304 936 per 
the general ledger. The entity did not reconcile the difference of R18 162 024 between the 
financial statements and the underlying accounting records. Consequently, the accounts 
receivable balance is understated by R18 162 024. I was unable to determine the effect 
on the other account balances contained in the financial statements. My audit opinion for 
the year ended 30 June 201 1 was modified accordingly. My opinion on the current 
period’s financial statements is also modified because of the possible effect of this nnatter 
on the comparability of the current period's figures. 

9. During the 2010-2011 financial year, I was unable to obtain sufficient appropriate audit 
evidence about accounts receivable amounting to R42 726 60S as disclosed in the prior 
year's financial statements. There is an amount of R3 399 557, the recovery of which is 
doubtful, based on the past payment history of the specific debtors. A provision for 
impairment of this balance was not made. Had a provision for impairment been 
recognised, accounts receivable would have been stated, and the surplus for the period 
and accumulated surpluses would have been reduced by R3 399 557. Consequently, I 
did not obtain sufficient appropriate audit evidence to satisfy myself as to the existence, 
completeness, valuation and allocation of and rights pertaining to trade and other 
receivables. The municipality's records did not permit the application of alternative audit 
procedures. My audit opinion tor the year ended 30 June 201 1 was modified accordingly. 
My opinion on the current period's financial statements is also modified because of the 
possible effect of this matter on the comparability of the current period's figures. 

10. The accounts receivable balance of R245 279 431 (2011 :R 166 822 816) as disclosed in 
note 4 to the financial statements, does not agree to the balance of R230 311 770 (2011: 
R153 304 436) per the accounting records. The entity did not reconcile the difference of 
R14 967 661 between the financial statements and the underlying accounting records. 
Consequently, the accounts receivable balance is misstated by R14 967 661. 1 was 
unable to determine the effect on the other account balances contained in the financial 
statements. 

11. The accounts receivable balance of R245 279 431 (201 1 : R166 822 816) as disclosed in 
note 4 to the financial statements, does not agree to the balance of R260 018 020 (2011 : 
R153 304 936) per the age analysis. The entity did not reconcile the difference of R14 
738 589 beKveen the financial statements and the underlying accounting records. 
Consequently, the accounts receivable balance is misstated by R14 733 539. I was 



unabEe to determine the effect on the other account balances contained in the financiaE 
statements. 

12. The accounts receivable age analysis balance of R276 898 428 (2011: R135 142 91 1) as 
disclosed in note 4 to the financial statements, does not agree to the balance of R260 016 
020 (2011: R153 304 936) as per the accounting records. The entity did not reconcile the 
difference of R16 8B0 409 between the financial statements and the underlying accounting 
records. I was unable to determine the effect on the other account balances contained in 
the financial statements 

1 3. Included in trade receivables amounting to R245 279 431 (201 1 : R166 622 616) as 
disclosed in note 4 to the financial statements, are material amounts that could not be 
verified for existence as there were no subsequent payments received from trade debtors. 
The municipality's records did not permit the application of alternative audit procedures 

14. The South African Statement of Generally Accepted Accounting Practice (GAAP), IAS 39, 
Financial instruments: recognition and measurement requires an entity to assess at the 
end of each reporting period whether there is any objective evidence that a financial asset 
or group of financial assets are impaired. The municipality did not assess whether there 
was objective evidence that receivables are impaired. The municipality did not provide for 
impairment on all debtors who did not pay their debts in the last 12 months. Provision for 
doubtful debts of R92 416 303 (2011: R92 416 303), as disclosed in note 4 to the financial 
statements, was not adjusted. Consequently, I did not obtain sufficient appropriate audit 
evidence to satisfy myself as to the valuation of trade and other receivables, deficit for the 
year and accumulated surplus. The municipalit/s records did not permit the application of 
alternative audit procedures, 

14. Included in the balance of other creditors amounting to RB 466 220, as disclosed in note 
12 to the financial statements are returned cheques that should have been v/ritten back to 
trade receivables, consequently trade receivables are understated and trade payables are 
overstated vrith R6 767 011 

Cash and cash equivalents 

15. During the 2010-201 Ifinancial year, I was unable to obtain sufficient appropriate audit 
evidence about cash and cash equivalents. Significant unreconciled differences 
amounting to R2 576 767 have been noted between the general ledger and bank 
reconciliations. Furthermore, returned cheques accepted from consumers were not 
debited to the individual debtor's account in the accounting records. The municipality 
could not provide sufficient appropriate audit evidence to support transactions amounting 
to R2 228 652 for returned cheques v/ritten back in the cash book. 

Consequently, I did not obtain sufficient appropriate audit evidence to satisfy myself as to 
the completeness and valuation of cash and cash equivalents amounting to R12 453 069 
as disclosed in note 6 to the financial statements. The municipality's records did not 
permit Ihe application of alternative audit procedures. My audit opinion for the year ended 
30 June 201 1 was modified accordingly. My opinion on the current period's financial 
statements is also modified because of the possible effect of this matter on the 
comparability of the current period's figures. 


16. Significant unreconciled differences amounting to R30 113 270 have been noted betv/een 



the bank overdraft of R22 396 664 (2011: R16 065 266), as disclosed in note 6 to the 
financial statements, and the bank reconciliation which reflects a positive balance of R7 
716 906 and bank reconciliations 

Consequently, I did not obtain sufficient appropriate audit evidence to satisfy myself as to 
the existence, completeness, vaEuation and rights and obligations of the bank overdraft 
amounting to R22 39G 664 as disclosed In note 6 to the financial statements. The 
municipaiity's records did not permit the application of alternative audit procedures. I was 
unable to determine the effect on the other account balances contained In the financial 
statements. 

Trade and other payables from exchange transactions 

17. During the 2010-201 1 financial year I was unable to obtain sufficient appropriate audit 
evidence for the corresponding figure for trade and other payables balance of R24 1 59 
574 as disclosed in note 12 to the financial statements, which includes an unknown 
deposit amounting to R1 226 107. The municipality's records did not pemnit the 
application of alternative audit procedures regarding the clearing account for unknown 
deposits. Consequently, I did not obtain sufficient appropriate audit evidence to satisfy 
myself as to the existence, completeness, valuation and allocation of and obligations 
pertaining to the accounts payable clearing account balance of R1 226 107. My audit 
opinion for the year ended 30 June 201 1 was modified accordingly. My opinion on the 
current period's financial statements is also modified because of the possible effect of this 
matter on the comparability of the current period’s figures. 

1 B. The trade and other payables balance of R289 B19 159 (201 1 : R1G6 432 533), as 
disclosed in note 12 to the financial statements revealed the follov/ing material errors 
when reconciled to the underlying accounting records and financial statements: 

* I have identified unknown amounts amounting to R1 226 107 included in trade 
creditors amounting to R19 313 891(2011: R12 964 B75) as disclosed in note 12 to the 
financial statements. The municipality imposed a limitation on the scope of my vjovk, as 
t was not given supporting documents to satisfy myself as to the existence, 
completeness, valuation and allocation of and obligations pertaining to the unknown 
deposit amount. The municipality’s records did not permit the application of alternative 
audit procedures. 

« The payments received in advance balance of R4 763 456, as disclosed in note 12 to 
the financial statements, does not agree to the balance of R15 183 733 as per the 
debtors' age analysis. The entity did not reconcile the difference of RIO 420 277 
behveen the financial statements and the underlying accounting records. 

Consequently, 1 was unable to obtain sufficient appropriate audit evidence to satisfy 
myself as to the completeness, existence, valuation and allocation and rights and 
obligations of payments received in advance. 

• The balance of R244 429 437 (201 1 :R162 272 959) owing to the Mopani District 
Municipality, as disclosed in note 12 to the annual financial statements, does not agree 
to the balance of R241 960 751 per the accounting records. The entity did not 
reconcile the difference of R2 468 686 between the financial statements and the 
underlying accounting records. Consequently, I was unable to obtain sufficient 
appropriate audit evidence to satisfy myself as to the valuation and existence and 
completeness of the Mopani District Municipality balance. 

o Included in the accrued leave pay of R7 642 358 (201 1 : R2 832 409), as per note 1 2 to 
the financial statements is an amount of R5 163 042 relating to accrual of leave days 



which were not properly reconciled from the old system to the new system. 
Consequently, I was unable to satisfy myself as to the valuation, completeness and 
existence of accrued leave pay and accuracy, occurrence and completeness of 
employee related costs 

Consumer deposits 

19. The consumer deposit balance of R1 230 529 (2011: R986 BOS), as disclosed in note 1 5 
to the financial statements, does not agree to the balance of R3 150 321 as per the 
accounting records. The entity did not reconcile the difference of R1 919 792 between the 
financial statements and the underlying accounting records. Consequently, I was unable 
to determine whether any adjustments relating to consumer deposits in the financial 
statements were necessary. 

Provisions 

20. SA Standards of GRAP 19, Provisions, Contingent Liabilities and Contingent Assets 
requires that a provision be recognised when an entity has a present obligation as a result 
of a past event. With reference to note 17 to the financial statements, the municipality has 
incorrectly raised a provision of R2 55B 202 (201 1 : R2 55S 202) in respect of the 
rehabilitation of land fill sites as the obligation to rehabilitate land fill sites is the function of 
the district municipality in terms of section B4{1)(e) of the Municipal Structures Act, 1998 
(Act No. 117 of 1998). As a result provisions are overstated by R2 558 202 and 
accumulated surplus is understated by the same amount. 

Accumulated surplus 

21. Prior period errors as per the statement of changes in net assets amounting to R910 223 
032 differ to the amount as per general ledger of R1 069 126 220. Consequently 
accumulated surplus is understated by R15B 903 189. Furthermore the correction of the 
error to accumulated surplus as per note 35 to the financial statements, of R91 289 876 
differ to the amount as per the statement of changes in net assets of R9 10 223 032, 
resulting in a difference of RSIS 933 156. 

22. I was unable to satisfy myself as to the appropriateness of the correction of prior period 
error of R4 680 129 in respect of other. The municipality does not have any 
documentation to support this amount and no entry could be found In the general ledger 
in respect of the R4 660 129. The municipality’s records did not permit the application of 
alternative audit procedures. Consequently I was unable to satisfy myself as to the 
valuation, allocation, completeness, existence and rights and obligation of the 
adjustments made that \vas described as other in note 35 to the financial statements. 

23. The opening balance for property, plant and equipment has been restated from R898 200 
150 as per the prior year financial statements to R1 148 527 242 in the current year as 
per the statement of financiat position. This results in a restatement of R250 008 483. 
There is an unexplained difference of RIO 005 410 between the restatement of R250 008 
483 and the amount disclosed as a correction of error as per note 35 to the financial 
statements, of R260 013 B93. Consequently, I was unable to obtain sufficient appropriate 
audit evidence to satisfy myself as to the completeness and valuation of the correction of 
error as per note 35. 

24. General expenses has been restated from R54 714 564 as per the prior year financial 
statements to R65 223 394 in the current year, this results in a restatement of RIO SOB 
B30.There is an unexplained difference of R1 493 606 betVi/een this amount and the R9 
015 224 as per note 35 to the financial statements. 



Revenue 


25. Revenue from property rates of R34 049 284 (2011: R72 122 729), as disclosed in note 

21 to the financial statements, does not agree to the revenue of R47 302 152 as per the 
accounting records. The entity did not reconcile the difference of R13 252 B68 beKveen 
the financial statements and the underlying accounting records. Furthermore the billing 
system computed property rates incorrectly as the valuation roll loaded onto the system 
differed to the total valuations of the properties. Consequently, I v/as unable to obtain 
sufficient appropriate audit evidence to satisfy myself as to the accuracy, occurrence, 
classification and completeness of revenue from property rates, and trade receivables. 

26. Revenue from service charges of R73 479 775(201 1: R72 361 479), as disclosed in note 

22 to the financial statements, does not agree to the revenue of R59 670 455 as per the 
accounting records.The entity did not reconcile the difference of R13 809 321 between 
the financial statements and the underlying accounting records. Consequently, I was 
unable to obtain sufficient appropriate audit evidence to satisfy myself as to the accuracy, 
occurrence, classification and completeness of revenue from service charges. Value 
Added Tax (VAT) and trade receivabies. 

27. Interest on outstanding debtors amounting to R41 117 161 (2011: R14 523 720), as 
disclosed in note 27 to the financial statements, does not agree to the amount of R26 617 
395 as per the accounting records. The entity did not reconcile the difference of R14 499 
766 between the financial statements and the underlying accounting records. 
Consequently, t was unable to obtain sufficient appropriate audit evidence to satisfy 
myself as to the accuracy, occurrence, classification and completeness of interest on 
outstanding debtors and trade receivables. 

Expenditure 

28. Inventory losses incurred in the current year amounting to R5 288 601 arising from 
differences between inventory value as per the accounting system and physical inventory 
count at year-end were not expensed in the statement of financial position. The losses 
were incorrectly debited directly to accumulated surplus as a correction of prior period 
error instead of expenditure in the statement of financial performance. 

29. Section 125(1)(d) of the MFMA, requires the notes to the financial statement to include 
the details of any material fosses written off or recovered. Electricity losses of R2 063 
467, as disclosed in note 44 to the financial statements, does not agree to the losses of 
R7 276 410 per the accounting records The entity did not reconcile the difference of R5 
207 943 between the financial statements and the underlying accounting records. 
Consequently, I was unable to obtain sufficient appropriate audit evidence to satisfy 
myself as to the valuation and completeness of electricity losses. The entity's accounting 
records did not permit the application of alternative audit procedures. 

Irregular and unauthorised expenditure 

30. Section 62(1) (d) of the MFMA requires the accounting officer to take all reasonable steps 
to ensure that irregular expenditure is prevented. The municipality procured goods and 
services amounting to R32 234 3344 in contravention of the supply chain management 
requirements. The amount was not included in irregufar expenditure, in the notes to the 
financial statements, resulting in irregular expenditure being understated by R32 234 384 

31 . In contravention of the MFMA, the municipality incurred unauthorised expenditure 
amounting to R20 582 403 as a result of overspending of the total amount appropriated 
for voles in the approved budget. With reference to note 38 to the financial statements, 
only R14 034 401 was disclosed as unauthorised expenditure, resulting in unauthorised 



expenditure being understated by R6 548 002. 

Take on balances 

32. The financial accounting system was changed in the current year. Unexplained 
differences identified between the tv/o systems in the revaluation reserve account of R47 
733 683, accumulated surplus of R16 113 741, land and buildings of R27 253 359, the 
infrastructure opening balance of R302 276 046 and accumulated depreciation of R203 
323 166 were not reconciled. I \vas unabfe to obtain sufficient appropriate audit evidence 
to satisfy myself as to the existence, valuation, allocation of and completeness of 
revaluation reserve, accumulated surplus, buildings, infrastructure and accumulated 
depreciation. The effect thereof on other balances could not be determined. 

Aggregation of immaterial uncorrected misstatements 

33. In addition, I was unabte to obtain sufficient appropriate audit evidence and I v/as unable 
to confiim or verify the following elements by alternative means. 

» Vat receivables reflected as R34S 662 are understated by R401 767 
e Agency services reflected as R559 946 are understated by R330 51 1 
« Licence and permits reflected as R1 482 086 are understated by R241 269 
» Fines reflected as R425 968 are understated by R69 344. 

• Inventory reflected as R4 443 135 is overstated by R1 359 703 Accumulated surplus is 
overstated with R1 628 142 due to the opening inventory balance which does not 
agree to prior year physical stock count report. 

As a result, I was unable to determine whether any further adjustments to these elements 

were necessary 

Disclaimer of opinion 

34. Because of the significance of the matters described in the Basis for disclaimer of opinion 
paragraphs, I have not been able to obtain sufficient appropriate audit evidence to provide 
a basis for an audit opinion. Accordingly, I do not express an opinion on the financial 
statements. 

Emphasis of matter 

I draw attention to the matters befow. My opinion is not modified in respect of these matters: 

Significant uncertainty 

35. With reference to note 45 to the financial statements, the department is the defendant in 
various lawsuits amounting to R8 175 615. The ultimate outcome of the matter cannot 
presently be determined, and no provision for any liability that may result has been made 
in the financial statements. 

Restatement of corresponding figures 

36. As disclosed in note 35 to the financial statements, the corresponding figures for 30 June 
201 1 have been restated as a result of errors discovered during 201 2 in the financial 
statements of the municipality at, and for the year ended, 30 June 2012. 

Additional matter 

37. I draw attention to the matter below. My opinion is not modified in respect of this matter: 



Unaudited supplementary schedules 

3S, The supplementary infornnslion set out on pages X to X does not form part of the financial 
statements and is presented as additional information. I have not audited these schedules 
and accordingly I do not express an opinion thereon 

Withdrawal from the audit engagement 

39, Due to the limitation imposed on the scope of the audit by management, I have 

disclaimed my opinion on the financial statements. But for the legislated requirement to 
perform the audit of the municipality, I would have withdravm from the engagement in 
terms of the ISAs. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

^0. In accordance v^ith the PAA and the General Notice issued in terms thereof, I report the 
following findings relevant to performance against predetermined objectives, compliance 
with laws and regulations and internal control, but not for the purpose of expressing an 
opinion. 

Predetermined objectives 

41 . I performed procedures to obtain evidence about the usefulness and reliability of the 
information in the annual performance report as set out on pages XX to XX of the annual 
report. 

42. The reported performance against predetermined objectives vjas evaluated against the 
overall criteria of usefulness and reliability. The usefulness of Information in the annual 
performance report relates to whether it is presented in accordance with the National 
Treasury annual reporting principles and v^hetherthe reported performance is consistent 
v/ith the planned objectives The usefulness of information further relates to\vhether 
indicators and targets are measurable (i.e. well defined, verifiable, specific, measurable 
and time bound) and relevant as required by the Nationat Treasury Framev/ork for 
managing programme performance infonnation. 

43. The reliability of the information in respect of the selected objectives is assessed to 
determine whether it adequately reflects the facts (i.e. v.^helher it is valid, accurate and 
complete). 

Usefulness 

Presentation 

Measures taken to Improve performance not disclosed 

44. Improvement measures in the annual performance report for a total of 1007o of the 
planned-targets not achieved were not disclosed as required by section 46 of the 
Municipal Systems Act 2000 {Act No. 32 of 2000) (MSA). This was due to inadequate 
internal policies and procedures over the processes pertaining to the reporting of 
performance information. 


Measurability 

Performance targets not specific 



45. The Nalional Treasury Frame Lvoric for managing programn^e performance information 
(FMPPt) requires that performance targets be specific in dearEy identifying the nature and 
required level of performance. A tola! of 33% of basic service delivery and local 
economic development objectives selected were not specific in clearly identifying the 
nature and the required level of performance. This was due to the fact that management 
was aware of the requirements of the National Treasury FMPPt but did not receive the 
necessary training to enable application of the principles. 

Performance targets not time bound 

46. The National Treasury FMPPI requires that time period or deadline for delivery be 
specified. The total of 74% of the targets relevant to basic service delivery and local 
economic development objectives selected were not time bound in specifying a time 
period or deadline for delivery. This was due to the fact that management was not aware 
of the requirements of the FMPPt. 

Reliability 

Vatidity, accuracy and completeness 

47. The National Treasury FMPPt requires that processes and system which produce the 
indicators should be verifiabie. I was unable to obtain all the information and explanations i 
considered necessary to satisfy myself as to the validity, accuracy and completeness of 
the actual reported performance relevant to 26% of basic service delivery and local 
economic development objectives. This v/as due to limitations placed on the scope of my 
work due to the absence of information systems The institution's records not permitting 
the application of alternative audit procedures. 

Additional matter 

48. 1 draw attention to the matter heto. My conclusion is not modified in respect of this 
matter: 

Achievement of planned targets 

49. Of the total number of pianned municipal targets, only 101 targets were achieved during 
the year under review. This represents 39% of total planned targets that were not 
achieved during the year under review 

Compliance with laws and regulations 

50. 1 performed procedures to obtain evidence that the entity has complied with applicable 
laws and regulations regarding financial matters, financial management and other related 
matters. My findings on material non-compliance v4th specific matters in key applicable 
laws and regulations as set out in the General Notice issued in terms of the PAA are as 
follov/s: 

Budgets 

51 . Expenditure vras incurred in excess of the limits of the amounts provided for in the votes 
of the approved budget, in contravention of section 15 of the MF^AA. 

Annual financial statements, performance and annual report 

52. The financial statements submitted for auditing were not prepared in all materia! respects 
in accordance with the requirements of section 122, 123 and 125 of the MFMA. Material 
misstatements identified by the auditors were not adequately corrected, which resulted in 
the financial statements receiving a disclaimer audit opinion. 



Audit committee 

53. The audit committee did not respond to the councit on the issues raised in the audit 
reports of the Auditor-General, as required by section 166(2)(c) of the 

Internal audit 

54. The internal audit unit did not function as required by section 165(2) of the MFMA, in that 
the internal audit unit did not advise the accounting officer and/or report to the audit 
committee on matters relating to risk and risk management. 

Procurement and contract management 

55. Goods and services of a transaction value above R2Q0 000 were procured without inviting 
competitive bids, as required by SCM regulation 19(a). Deviations were approved by the 
accounting officer even though it v/as not impracticat to invite competitive bids, in 
contravention of SCM regulation 36(1). 

56. Invitations for competitive bidding were not always advertised for a required minimum 
period of days, as required by SCM regulation 22(1) and 22(2). 

57. Contracts were awarded to bidders based on points given for criteria that differed from 
those stipulated in the original invitation for bidding , in contravention of SCM Regulations 
21(b) and 2S(1)(a) and the Preferential Procurement Regulations. 

58. Allegations of fraud and corruption and failure to comply with the supply chain 
management system laid against officials were not investigated as required by SCM 
Regulation 38(1)[b). 

59. Persons in the service of the municipality who had a private or business interest in 
contracts av/arded by the municipality failed to disclose such interest, as required by SCM 
regulation 46(2)(e) and the code of conduct for staff members issued in terms of the MSA. 

60. Awards were made to providers who are persons in service of other state institutions or 
whose directors or principal shareholders are persons in service of other state institutions, 
in contravention of SCM regulations 44. 

61 . Awards were made to providers who are persons in the service of the municipality and 
whose directors or principal shareholders are persons in service of the municipality in 
contravention of SCM regulations 44. Furthermore the provider failed to declare that 
he/she was in the service of the municipality, as required by SCM regulation 13(c) 

62. Contracts and quotations were av/arded to bidders who did not submit a declaration on 
v/helher they are employed by the state or connected to any person employed by the 
state, as required by SCM regulation 13(c). 

63. Contracts v/ere av/arded to providers whose tax matters had not been declared by the 
South African Revenue Service (SARS) to be in order, as required by SCM regulation 43. 

64. Construction projects v/ere not always registered with the Construction Industry 
Development Board (CIDS), as required by section 22 of the CIDB Act and ClOB 
regulation 18. 

65. Construction contracts were awarded to contractors who did not qualify for the contract, in 
accordance v/ith section 18(1) of the CIDB Act and CIDB regulations 17 and 25(7 A). 

66. Contracts v/ere awarded to bidders that did not score the highest points in the evaluation 
process, as required by section 2(1)(f) of Preferential Procurement Policy Framework Act, 
2000 (Act No. 5 of 2000) (PPPFA). 



67. Contracts and quotations Vr'ere awarded to bidders based on preference points that were 
not allocated in accordance with the requirements of the PPPFA and its regulations. 

Expenditure management 

68. Money owing by the municlpatity was not alvrays paid within 30 days of receiving an 
invoice or statement, as required by section 65(2)(e) of the MFMA. 

69. The accounting officer did not take reasonable steps to prevent irregular expenditure and 
fruitless and wasteful expenditure, as required by section 62(1)(d) of the MFMA. 

70. The municipality did not recover irregular or fruitless and wasteful expenditure from the 
liable person, as required by section 32(2) of the MFMA. 

Revenue management 

71. An adequate management, accounting and information system v.^as not in place v/hich 
recognised revenue when it was earned and accounted for debtors , as required by 
section 64(2)(e) of the MFMA. 

72. Revenue received was not always reconciled on a weekly basis as required section 
64(2)(h)/9a(a) of the MFMA. 

Asset management 

73. The accounting officer did not lake all reasonable steps to ensure that the municipality had 
and maintained a management, accounting and information system v^ich accounts for the 
assets of the municipality as required by section 63(2)(a) of the MFMA. 

74. An adequate management, accounting and information system v/hich accounts for assets 
was not in place, as required by section 63(2){a) of the MFMA. 

75. An effective system of internal control for assets was not in place, as required by section 
63(2){b)of the MFMA. 

Liability management 

76. Long-term debt was incurred without a resolution of the municipal council approving the 
debt agreement, in contravention of section 46(2) of the MFMA. 

INTERNAL CONTROL 

77. t considered internal control relevant to my audit of the financial statements, annual 
performance report and compliance with laws and regulations. The matters reported below 
under the fundamentals of infernal control are limited to the signihcanl deficiencies that 
resulted in the basis for disclaimer of opinion, the findings on the annual and the findings 
on compliance with lav^s and regulations included in this report. 

Leadership 

78. Management did not implement effective HR management to ensure that adequate and 
sufficiently skilled resources are in place and that performance is monitored. 

79. Management did not ensure that action plans on prior year findings were monitored and 
implemented. 

Financial and performance management 

SO. The municipality did not implement proper record keeping in a timely manner to ensure 
that complete, relevant and accurate information is accessible and available to support 



financial and performance reporting 

31. The municipality did not implement controls over daily and monthly processing and 
reconciling of transactions 

82. The municipality did not prepare regular, accurate and complete financial and performance 
reports that are supported and evidenced by reliable information 

83. There was no adequate review and monitoring of compliance with applicable laws and 
regulations 

84. The municipality did not adequately design and implement formal controls over IT 
systems to ensure the reliability of the systems and the availability, accuracy and 
protection of information. 

Governance 

85. The municipality did not implement appropriate risk management activities to ensure that 
regular risk assessments, including consideration of IT risks and fraud prevention, are 
conducted and that a risk strategy to address the risks is developed and monitored 

66. The municipality did not ensure that there is an adequately resourced and functioning 
internal audit unit that identifies interna! control deficiencies and recommends corrective 
action effectively 

87. The municipality did not ensure that the audit committee promotes accountability and 
service delivery through evaluating and monitoring responses to risks and providing 
oversight over the effectiveness of the management of the municipality with regard to 
monitoring the implementation of recommendations. 


f] 


Polokwane 
13 December 2012 
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